Chapter 4: Audited Statements and Related 
Financial Information 

REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
FINANCIAL STATEMENTS OF THE BEAUFORT WEST MUNICIPALITY FOR 
THE YEAR ENDED 30 JUNE 2006 


The financial statements as set out on pages 4 to 31, for the year ended 
30 June 2006, have been audited in terms of section 188 of the Constitution of 
the Republic of South Africa, 1996, read with sections 4 and 20 of the Public 
Audit Act, 2004 (Act No. 25 of 2004) and section 126(3) of the Local 
Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(hereafter referred to as the “MFMA”). These financial statements are the 
responsibility of the accounting officer. My responsibility is to express an opinion 
on these financial statements, based on the audit. 


The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

■ examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements 

■ assessing the accounting principles used and significant estimates made 
by management 

■ evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 


The municipality’s policy is to prepare the financial statements on the entity 
specific basis of accounting as described in note 1 to the financial statements. 


Unallocated deposits of R2 247 044.50, consists of general deposits of R995 
149.94 and traffic fine deposits of R1 251 894.60 were included in creditors. 
These unallocated deposits represent income which has not been allocated to 
the income statement and causes an overstatement of the creditors balance and 
an understatement of the surplus for the current financial year. 
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In my opinion, except for the effect on the financial statements of the matter 
referred to in the preceding paragraph, the financial statements have been 
prepared, in all material respects, in accordance with the basis of accounting 
described in note 1 to the financial statements and in the manner required by the 
MFMA. 


Without further qualifying the audit opinion expressed above, attention is drawn 
to the following matters: 


When evaluating the financial position of the municipality it was noted that the 
municipality generated a surplus of R288 081 compared to R2 681 895 the 
previous year. The municipality has reserves and provisions at year end 
amounting to R22 947 497. However, it only has assets in cash reserves and 
investments amounting to R3 023 720. The municipality thus has a shortfall of 
R19 923 776. It should be noted that included in funds and reserves is a 
provision for doubtful debts amounting to R12 973 403 which does not 
necessarily have to be represented by cash. A further R3 944 229 in respect of 
the Housing Development Fund represents rental levies which are included in 
debtors. 

However, as a result of the poor financial position of the municipality, which is 
mainly attributable to the outstanding debtors, the municipality is not in a position 
to fund the reserves with investments. 


A high level evaluation of the computer information systems environment with a 
financial impact which should support the effective general and programmed 
controls for each application system indicated various shortcomings which could 
compromise the integrity of financial information presented in the financial 
statements. 


The non-compliance with laws and regulations has been disclosed in note 33 of 
the financial statements on page 31. The following additional non-compliance 
with various laws and regulations has been noted. 

(a) Information on website 
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The municipality is required in terms of section 75 of the MFMA and section 21 B 
of the Municipal System Act, 2000 (hereinafter referred to as the “MSA”) to post 
certain information on its website. Whilst the municipality has a website, not all 
the information required to be disclosed in terms of section 75 of the MFMA are 
disclosed. 

(b) Supply chain management policy 

The accounting officer did not submit a report within 30 days after the financial 
year end to council on the implementation of the Supply Chain Management 
Policy. The accounting officer also did not submit a report to the mayor within ten 
days after the end of each quarter on the implementation of the Supply Chain 
Management Policy. These reports were also required to be made public as 
required by the provisions of section 21A of the MSA. 

(c) Roles and responsibilities 

The specific role and the area of responsibility of each political structure and 
political office bearer of the municipality and the municipal manager have not 
been defined as required in terms of Section 53 of the MSA. 

(d) Performance evaluations 

The municipality did not evaluate performance in respect of programmes funded 
by schedule 5 and 6 allocations within two months of the year end as required by 
section 22(4) of the Division of Revenue Act. 

(e) Risk management 

A risk assessment for the municipality has not been performed and consequently 
risk management, as required in terms of section 62 (1)(c) has not occurred 
during the financial year under review. 

(f) Water service development plan 

A Water Service Development Plan as required by the Integrated Development 
Plan and Section 12, 13 and 15(5) of the Water Services Act, 1997 (Act No 108 
of 1997) has not been developed. 


The annexures set out on pages 32 to 38 of the financial statements are provided 
as additional information. These annexures have not been audited and 
consequently no opinion is expressed. 


The assistance rendered by the staff of Beaufort West Municipality during the 
audit is sincerely appreciated. 


J Diedericks for Auditor-General 
Cape Town 


30 November 2006 
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I refer to the abovementioned report and wish to comment as follows: 


Noted 


Noted 


Noted 


The unallocated deposits represent direct deposits made by customers into 
the Municipality’s bank account. It is council’s policy that until such time 
that the deposits have been identified; it is accounted for and credited to a 
suspense account called unknown bank transfers. The balance on the 
suspense account is included in creditors and disclosed as such in the 
financial statements. 

The following steps have been taken to address this issue: 

Arrangements have been made with ABSA bank whereby any person 
wanting to deposit money into the Municipality’s bank, must provide a valid 
reference number that printed on the bank statement. This will enable us 
to identify and correctly allocate the receipt. A full time staff member in the 
traffic department has been dedicated to assist with the allocation of 
historic unknown bank deposits. The progress made with the allocation will 
be monitored monthly to ensure that the balance as at 30 June 2006 gets 
allocated to the correct votes before the end of the current financial year 
and more staff will be deployed if deemed necessary. 


Noted 


Although funds and reserves not backed by cash amounts to R19 923 776 
it should be noted that the following funds do not necessarily have to be 
represented by cash. 


Provision for doubtful debts 
Provision for leave payments 
Housing development fund 


R 12 973 403 
R 982 31 1 
R 3 944 229 

R 17 899 943 
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All non-cash backed funds will however be unbundled as at 1 July 2006 
with the implementation of GRAP. 


The State Information Technology Agency has been requested to assist 
the Municipality with the specification and tender documentation in order to 
appoint a suitable service provider to address the shortcomings identified 
by the Auditor General. 


(a) Information on website 

The website is currently under construction and every effort is being 
made to ensure compliance with section 75 of the MFMA 

(b) Supply Chain Management Policy 

The required reports will be tabled at the next Council meeting to be 
held in January 2007. Procedures have been put in place to ensure 
compliance in future. 

(c) Roles and Responsibilities 

The roles and responsibilities of political structures and political 
office bearers of the Municipality are the Municipal Manager will be 
defined as required by section 53 of the MFMA and submitted to 
Council by May 2007. 

(d) Performance evaluations 

The Municipality regularly monitors performance of all programmes 
funded by Government and the report required by section 22(4) of 
the Division of Revenue Act will be complied with in future. 

(e) Risk Management 

The internal auditor is currently in process of compiling a risk 
management plan in terms of which a risk assessment will be 
performed. 

(f) Water Service Development Plan 

A service provider will be appointed during January 2007 to compile 
a Water Service Development plan. The water services 
development plan will therefore be submitted before the end of the 
current financial year. 

(g) Other Matters 

Noted 

(h) Appreciation 

Noted 


J Booysen 

act MUNICIPAL MANAGER 
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The compilation, presentation and publishing of performance measurements 
and the implementation, management and internal control of supporting 
systems, are the responsibility of the accounting officer. 

As required by section 45(b) of the Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000)(hereafter referred to as the “Systems Act”) 
my responsibility is to provide an assessment of the controls implemented 
by the accounting officer to develop and manage the municipality’s 
performance management system, my role is not to assess or comment on 
the municipality’s actual performance . 


I have performed the procedures agreed upon and described below 
regarding the performance measurement system of Beaufort West 
Municipality. The assignment was undertaken in accordance with the 
International Standard on Related Services (ISRS 4400) applicable to 
agreed upon procedures engagements. 

The procedures were performed solely to evaluate the controls implemented 
and managed by the accounting officer regarding the municipality’s 
performance measurement system against the criteria set out in; 

■ chapter 6 of the Municipal Systems Act, 2000; 

■ the Local Government: Municipal Planning and Performance 
Management Regulations, 2001 (No. R. 796) 

■ 

The procedures performed during our assignment were based on the high- 
level overview checklist completed by the accounting officer and included a 
review of the following aspects: 

1 . Development of an integrated development plan 

2. Development of a performance management system 

3. Development and implementation of key performance indicators 

4. Setting of targets for key performance indicators 

5. Actual service delivery process 

6. Internal monitoring of performance measurements 

7. Internal control of the performance management system 

8. Performance measurement and reporting 

9. Revision of strategies and objectives 


I report my findings below: 
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This phase of the performance measurement of the municipality concerns 
the development or the amendment to the Integrated Development plan 
(IDP). The following points are pertinent to the municipality; 

• The IDP of the municipality forms part of the Central Karoo District 
Municipality’s IDP. This IDP was amended during the financial year 
and was aligned with the framework adopted by the district as a whole. 

• The amended IDP contained the municipal vision, development 
priorities and objectives for long term development which are aligned 
with the national and provincial government. 

• The revised IDP contained essential elements such as council’s 
operational strategies, financial plan, key performance indicators and 
performance targets. 

It was noted that the following points identified during the course of the 
audit, were not in conformity with the statutory requirements of a revised 
IDP as required by chapter 5 of the Systems Act: 

• As reported in the previous year, no evidence could be obtained that 
the community was involved in the development of the revised 
Integrated Development Plan. 

• There was no evidence that the municipal manager submitted the 
amended IDP to the MEC of Local Government within 10 days of the 
amendment of the plan. 


The municipality has developed and implemented the Performance 

Management System (PMS). 

• The municipality’s PMS contains the cycles and processes of 
performance planning, monitoring, measurement, review, reporting and 
improvement and how these are conducted, organised and managed. 

• The PMS of the municipality correctly describes the roles and 
responsibilities of the role players together with the processes and 
reporting lines of accountability and links these to the IDP in terms of 
the Regulations. 

The following exception was identified in respect of the development and 

implementation of the performance measurement system: 

• As reported in the previous year, no evidence could be obtained that 
the community was involved in the development and implementation of 
the performance measurement system. 


This phase deals with the development and improvement of the 
municipality’s key performance indicators (KPI’S) as documented in its 
PMS. 
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• KPI’s were set in terms of the municipality’s PMS and these, where 
necessary, were amended and documented in the IDP taking into 
consideration the municipality’s development priorities and objectives. 

• The KPI’s which were set by the municipality included input, output, 
and outcome indicators for the developed priorities and objectives as 
stated in the IDP. 

The following exceptions were identified in respect of the development and 

improvement of key performance indicators; 

• No evidence could be obtained that the community was involved in the 
development, implementation and setting targets for the performance 
indicators. 

• Also no evidence could be obtained that the municipality specifically 
set any KPI’s for any service provider. 


This phase involves the setting of performance targets for KPI’s in the 
municipality in accordance with the processes outlined in the PMS: 

• Performance targets were set for each municipal KPI in terms of the 
priorities and objectives of the municipality. 

• The performance targets which were set were only done for level 6 
employees although the PMS provides setting performance targets for 
all staff. 


The following exceptions were identified in respect of setting of the 
performance targets as outlined in the performance measurement system: 

• No evidence could be obtained that the community was involved in the 
development, implementation and setting targets for the performance 
indicators. 

• Also no evidence could be obtained to indicate that the municipality set 
performance targets for service providers. 


This phase of the performance measurement system of the municipality 
concerns the actual service delivery process: 

• The PMS of the municipality contains a framework to track the 
performance of its staff together with lines of accountability and stated 
intervals for reporting. 

• The framework also contains a breakdown and methods of tracking the 
performance targets for all levels of staff of the municipality. 

The following exceptions were identified in respect of actual service delivery 
of the performance measurement system: 

• The framework of the PMS of the municipality did not clarify the lines of 
accountability nor methods of tracking the performance of external 
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service providers or the reporting lines of the service provider to the 
municipality. 


This phase deals with the internal monitoring of performance 

measurements: 

• The PMS of the municipality contains a monitoring framework which 
includes a process of the collection and analysis of data. 

• The data collected and monitored were accurate, relevant and timely 
as these were taken from various municipal systems. 

• In the annual report of the municipality it compared its actual results in 
accordance with the monitoring framework, with planned targets, its 
performance during the previous year and against baseline indicators. 

• It was also noted that the monitoring framework identified the role 
players like staff, reporting time frames, etc and provided for corrective 
action in cases where there was under-performance. 

The following exceptions were identified in respect of internal monitoring of 

the performance measurement system; 

• No evidence could be obtained that the community was involved in the 
internal monitoring process. 

• The municipality did not set formal internal monitoring processes for 
external service providers to measure the service quality. 


This phase of the performance measurement system of the municipality 

concerns internal control processes: 

• The municipality has an internal audit function as part of its internal 
control measures. 

• The internal audit function performed an audit of the performance 
measurement of senior management of the municipality and in 
compliance with the required regulations and legislation. 

• The internal auditors did submit quarterly reports of their audit work 
performed to the municipal manager and the audit committee but not to 
the performance audit committee. 


The following exceptions were identified in respect of the internal control 
processes of the performance measurement system: 

• Although the internal audit function was in place and did report on the 
performance of senior management no such performance review was 
done for other staff members and service providers. 

• No performance audit committee was in place for the financial year 
under review although the municipality’s PMS framework states that 
the ordinary audit committee can delegate such a function to a sub 
committee. 
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This phase deals with the performance measurement and reporting of the 

performance measurements: 

• The municipality only measured the performance of senior 
management of the municipality during the year. 

• The performance measurement of the senior staff was performed in 
accordance with the framework of the PMS. 

• The municipality did prepare an annual report for the previous financial 
year and did report on their performance for the past year. 

• The previous annual report of the municipality contained the previous 
year’s financial statements, audit report on the financial statements, the 
performance report. 


The following exceptions were identified in respect of performance 

measurement and reporting: 

• The Municipality did not measure the performance of their service 
providers in accordance with the performance measurement 
framework. 

• The municipality was still in the process of completing the performance 
measurement report for the current year financial year. 

• Although the municipality prepared and tabled their annual report this 
was not done with in the timeframe stipulated in terms of section 46 (2) 
of the Systems Act, which states that it should be done within one 
month of receiving the audit report. It was only done on 12 October 
2006. 

• The annual report of the previous year did not include the audited 
performance measurement report as required by section 46 of the 
Systems Act. 


This phase of the performance measurement system of the municipality 

concerns the revision of strategies and objectives: 

• The municipality has as part of its PMS established processes of 
performance review and improvement whereby its strategies and 
objectives are revised in accordance with the review of the 
municipality’s performance. 

• The municipality did review the performance senior staff in accordance 
with the framework of the PMS. 

• The municipality did review its performance in their annual report 
against measures such as its strengths, weaknesses, opportunities 
and threats in meeting their KPI’s. 

• In the annual report the municipality did endeavour to review its 
performance in accordance with the “best value review” - framework 
principles. 

• The municipality reviews its IDP in accordance with it performance and 
the development strategy of the Central Karoo District Municipality. 
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The following exceptions were identified in respect of the revision of 
strategies and objectives; 

• No evidence could be obtained that the community was involved in the 
revision of the municipality’s strategies and objectives, the review of 
the IDP and the performance of the municipality’s performance. 

• The municipality only reviewed the performance of senior management 
and not of other staff and service providers with regard to 
developmental priorities, KPI’s and against performance targets. 


Because the above procedures do not constitute either an audit or a review 
made in accordance with International Standards on Auditing or 
International Standards on Review Engagements, I do not express any 
assurance on the performance measurements as at 30 June 2006. 


Had I performed additional procedures or had I performed an audit or 
review of the performance measurement in accordance with International 
Standards on Auditing or International Standards on review engagements 
other matters might have come to my attention that would have been 
reported to you. 

This report relates only to the purpose set forth in the first paragraph of this 
report and does not extend to the financial statements of Beaufort West 
Municipality, taken as a whole. 


The assistance rendered by the staff of Beaufort West Municipality during 
the assignment is sincerely appreciated. 


J Diedericks for Auditor-General 

CAPE TOWN 
30 November 2006 
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Noted 


Noted 


The fact that the community was not involved in the development of the 
revised IDP can be attributed to the fact that no proper community 
structures such as ward committees have been established. Various 
community meetings had been held where the community was given the 
opportunity to comment and give input regarding the review of the IDP. 

The municipality has put procedures in place to ensure that the IDP or 
amended IDP is submitted to the MEC within the prescribed timeframe. 


Refer to comment above in respect of community participation. 


Refer to comment above in respect of community participation. 

The performance of service providers are monitored continuously by the 
relevant head of department. 


Refer to comment above in respect of community participation. 

The performance of service providers are monitored continuously by the 
relevant head of department. 


Each service provider is accountable to the relevant departmental head and 
to the municipal manager. The performance of service providers are 
monitored continuously by the relevant head of department. 


Refer to comment above in respect of community participation. 

The performance of service providers are monitored continuously by the 
relevant head of department. 
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The process of setting performance standards and the implementation of 
performance measurement to include other staff members will be phased 
in. 

The report of the internal auditor on the performance measurement of 
senior managers will be submitted to the audit committee in future. 


The performance of service providers are monitored continuously by the 
relevant head of department. 

The municipality will ensure that the performance measurement report and 
the annual report are completed within the time frames as prescribed. 

The audited performance measurement report will be included in the annual 
report for the 2005/06 financial year. 


Refer to comment above in respect of community participation. 

The performance of other staff members and service providers will be 
measured once performance standards have been set. 


Noted 


Noted 


J. BOOYSEN 

Act Municipal Manager 
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